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Abstract
I
J
In thissurvey,firstthetheoreticalprosandconsofoutwardFDI areanalysed.Theempirical
evidencegeneraUysuggestsapositive ffectofFDI, inparticularof theverticalvariety,on
exports.OutwardFDI hasbeennegativelycorrelatedwithdomesticinvestmentgeneraUy.
Furthermore,FDI leadsto ashiftfromlower-skilledto higher-skilledjobs.Theimpact
of FDI ontechnologyin thehomecountryfinallyisverydiffuseandhardto establish.
Whatevertheresult,withoutourwardFDI acountrywouldgeneraUynotbebetteroff.
Whatcountsisan:environmentconduciveraSchumpeterian' ewcombinations'.
JEL dassifcation;F 21,F23,L23.
Keywords: ForeignDirect Investment,multinationalfirms,internationalinvestment
1. Introduction
Much of the researchon the contribution of Foreign Direct Investment(FDI) to the
economicdevelopmentof host countrieshasbeenmotivatedby fearsof job lossesfrom
outward FDI1. In order ra find out whether thesefearsarewell-founded and whether
outward FDI is a blessingor a cursefor the home economy,we first turn to economic
theoryanddistil thepotentialprosandconsof outwardFD 1.Next,wediscusstheempirical
literature,andfinaUywe drawconclusions.
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A cavea,tis in orderwith regardto theempiricalstudies.Theseshedlight on theimmediate
consequencesof outwardFDI for afirm or an industry,butgeneraUytheyaresilenton the
effectsonlonger-termgrowthanddevelopment.It shouldberealisedthatmarketeconomies
aresubjectto anunrelentingdynamismthatmakesthestructureof productionchangeaU,
thetime.Old industriesdecline,newindustriesgrow.Jobs arelostandnewjobsarecreated.
In the longerterm,this dynamicprocessof, in Schumpeter'swords, creativedestruction
is the driving forcebehind continuing growth of per capitaincome (Schumpeter,1950).
1his processis hard ra capturein empiricalresearch,but evenif it wasfound in empirical
studiesthatFDI causesjob losses,it would not follow thatFDI isanegativeforce.Serious
problemsonlyariseif aneconomyisnot sufficiendydynamictoproducenewentrepreneurs
who introduceSchumpeterian'newcombinations'(Schumpeter,1969).
.~
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I Seefor asurveyof rhe empiricalliterature on the motivesfor FDI: Blonigen, 2005.
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2.Theory
2.7.Thefrictionlessneoclassicalworld
Economicmodel!;aremetaphors.Weuse,metaphorsin ordertogetamentalgriponthe ,
world aroundus (Klant, 1987).One suchmodel is providedby neoclassicaltheory.The
'classic'analysisof FD I from thisneoclassicalpoint of viewwasprovidedby MacD<;mgall
(1958).Suchaneoclassicalmodelis not meantto giveatruedescriptionof theworl~,but
to probeinto themechanismsthatone suspectsareatwork behind the,myriadsof events
thatoccureveryday.
TheMacDougallmodelis representedby:adiagramof a two-countryworldwitl;J.one'
productandgivenamountsof thetwofactorsofproducti<~n,labourandcapita!.CaP:~tal
internationallymobile,labourisnot.Capitalis'measuredalongtheabscissa.The,ordinates", I,
measurethe marginalProductsof capital in the two counrries,We startfrom asiniation,
I " I'
withanamount0 A-C ofcapitalin counttyA,andanamo;Fntof°B-C in country~.1he
marginalproductivityofcapitalMPCB inB IShigherthani,pA. Afiercapitalliberalisitiofi"i
capitalwillmigrateJromA toBuntil MPCA,equalsMPqB' An amountofSC ofc~pitall
I, ' ,J
movesfromA toB.ProductioninA JallsbyS<LiWT,productioninB increasesbiSCVT."1
WorldproduçtionconsequentlyincreasesbyTWV. . I! i lil
I' "
. 'I 'I
This isnot thewholestory,however,ascapitalownersinA atepaidthevalueof thema~gin~l,I:'
d ., f h ' I d B Th,' ' ld I1 . I ' f "" B'T!'Pro UCt!Vlty 0 t e capIta exporte to " 'IS 'Yle s a capIta InCOllle rom country' .itlI' , 1':1'
representedbytheareaSCZT. A-productionJallJs,butA-inc:OmerisesbyTWZ and,country,U,'1, ,",,"
B sees~tsincomeincreasebyTZY This meansthatincomedistributionchanges;In f=ountry,;I'., ' I, 'J'
B it's the other way round. Labour has:becomy ;relativelyqlOre scarce and receivesh,ighef,:;'
wages(seeon theeffectoftaxes:Caves;1982).1,1I I li i i, ;". "
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In theMacDougallmodel,capitalflo:ws,wheth~fin thegui~eofFDI orasportfolioc~wital
flows,makebothcountries'income:increaseJRuttheprbductionfactor,thatb,ec9me~",
relativelylessscarceseeslitsincomefall,notorlly,asashar~of totalincomebutalso~nal<
absolutesense. : '~! ! . I, ' .
I ikI1 I ii: ,'I' ' ii
In theMacDougallone~productm~l~el,EDUsi:requiredrp,maximiseworldprodudtion\!\
Otherneoclassicalmoddsyieldotheriesults.i]d'thebasiciHeckscheFOhlintwo-prdduct:i'
., !, ' ':i, , '1' ' 1 ,1.1,1
InternatIOnaltrademodel,for Instal1ce,tradeand:FDIare,Substltutesandtradeleadmoi!'1
identicalresuIrsfor worfdproducti~nl;andati:bnal'incof~ asFDI, if weabstractfrolI}i"taxes. I :ti i I: I I', ' "..:," . "".'
irii I, I" ,
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Figure 1.The Madbougal/ dib~rami real/ocation of capita/ in a two-country wor/do" .. .
Note: Thisis an clxtensionof fhe original MacDougall diagram, which pictured the situation
0 . ~I
In one country 9n y... I1 '. '0.
! . !i::
~
2.2.Market imp,erfections,!:
. il 11, ,i!'I
FDI in therea!{vorldis dorieby multinationalenterprises(MNEs). They canhardlyfind
aplacein thembdels,justdi~cussed.They areincompatibl~with perfectcompetition,but
requiremarketitnperfections.
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1ivThe marketimperfectionsunderlyingtheexistenceofMNEs arehighlightedin Dunning's
famous'eclectic'or 'OU' paradigmof internationalproduction (Dunning, 1993).This
paradigmfocuseson:.. r
. ownershipspecificadvantagesoffirms (the'0' in OU);
. locationspeëificadvantagesqf countries(the'U in OU);
. 'internalisation advantages( theT in 01.1).
Ownership specific advantagesmainly concern technological knowledge,induding
managementand marketingknowiedge,that createsscaleeconomieson the levelof the
firm butnot of theplant.
Location specific advantagesare those advantages that explain the comparative advan!age
analysed by traditional trade theory, induding artificial advantages stemming from trade
restrictions, subsidies and low taxes.
Heterodoxviewsoneconomicsc1ndthe economyof the g/oba/society 345
I,
;,
HansVisser
I:
I'
!;III!i,I
l,
A firmcanoftenprofitfromitsownershipspecificadvantagesbyusingthesenotonlyin
productionfor thedomestiemarket.Thecostsof researchanddevelopmentincurredin'
generatingtheseadvantagescanbespreadovermoreunitsofproductioniftheseadvantages,
~ thisknowiedge,arealsoappliedtoproductionforforeignmarkets.Productionforforeign
marketscanbeorganisedin threeways:
1. byexportingoodsandservieesproducedin thehomecountry;
2. bygrantinglieensestoforeignfirms;
3. bystartingproductionabroad,thatis,resortingtoFD1.
1
,11
1:1
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If anothercountryhaslocationspecificadvantages,thechoieeisreducedtoonebetween(2)
and (3). FDI presentsitselfasanattractivesolution if therearesignificantinternalisationI '
advantag~s.Thisismainlythecaseif thegrantingof licensesisunattractivebecauseoflthe
problemsof incompletecontracts.TheworldofMNEs andFDI ischaracterisednotqnly
byscaleeconomiesandimperfectcompetition,butalsóbyasymm~tricinformatioh;JA.h.
associatedbenefitof FDI andthusofapresenceabroadisthemarketknowledgeth~tis
obtainedin thatway.Thisknowledgecanhelpto increasesalesabroadandalsot~spot
sourcesofsupply. I i \,'..
, I' f l' ,.,H,,!! ,', i
Dunning(1993)alsogaveausefulclassificationof firms'motives~oengagein FDIJ-Ie
distinguishesbetweenfourgroups: ,ij' li. Resource,seekers,whosetupshopin othercountriesinordertoÏnakeuseof resoutces'
suchasprimarycommodities"cheapl bourandtechnologyól!t li' ". Marketseekers,whowanttobeneartheircustomersinordertoHestfulfiltheirsRecial;t. h ' b h e., ' h'" d .11." I "'
I
'ti
WIS es,or ecauset eroreignIgovernment asput up'tra erestnftlons.I':'". Efficiencyseekers,whowanttobenefitfromecdnomiesof scale~ndriskspreadingor
from differencesin factor proportions, culture, insti~utionaldr~anisationand so!1~n
betweencountries. ' li ' : 1;,
. Strategieassetseekers,who resortto mergersandacqu~sitionsinor~dertosafeguard,cl\eir
long-termcompetitiveness. I' j;! I
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ThisclassiflcationisnotwatertightandDunninghimself'addsthree~othermotives.Thes,e;
are:(1)Escapeinvestments,madeItoescaperestrictivel ~islationor ipacro-organisatiolflal'
policies(suchasacontrolled-investmentpdIicy)'by~~megoverÁments;(2) suppo~t
"investments,madetosupportthe;lactivitiesof,therestof~heenterptise(e.g.',investments
in marketinganddistribution);~~)passiveiIivestment~,J,with'littlJinvolvementi f,the
managementof theacquiredcom~any(e.g.,inKestmentsliphotels,iJi theexpectation'o'f~
risein propertyvalues).AH them~tivesin thelfourgroup~mention~daboveconcernth~
exploitationof locatiohadvantagek,thoughperhapslessIsVictlysoiti thecaseof strategif
""",dcr" who'" ",th"outtll"'Yah,odó{thdt CO;>N'citO:'.,I '. 'I
Anoth" u"ful di,tlnotio""b"l""" hotiwrtaland~oinkalFD~("e,,.g.,Marku,,"andMaskus,2001).UnderhorizontalFDI, similargoodsareProducedby anMNE in,I i
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I'
variou<wuntri".bodtt;ttd~ FDI",Jm,""!;,,of<h,ptOdu'rionpto"" a" ,hitt,d
abroad.SomepartJof aprod~C!:tmaybeHmportedfr9maforeignbranch,or aproductis
shippedabroadtobeprocesse'dthereand:sentbackte)thehomecountryatalaterstage1'0
befinished. "
,
[
I , ,I I1 ,
, .!I I "I I
In bothVariantsofFDI, scal~:economiêsmayfigur~lprominendy.Thescaleeconomies
associatedwith 0,nership-sP~1ci~~adv~ntagesarelatgdy ~oundon the levelof the,firm
ratherthanon thelevelof thel1j1dlVldualp ant.Often,ltechn~fllknowledgecan,once11'has
beendeveloped,b~!lappliedatlcbwmargitAIcosl'atdifferentl~cations.HorizontalFDI will"~I I
in suchcasesbeatti-activeasanialternative1'0exports~fthecostsof transportor tradecosts
in generalarehighi[apartfrorhltraderesHietions(Helpman etal, 2004),Marketsseekers,
but alsoefficiency~eekerswill \1>einvolved.If scaleeconomiesarefound on thelevelof the
plant,vertiealFD
,
~willpresen~'itselfasanattractivehption.UnderverticalFDI,parI'sof
the production prbcessaresh!fted1'0countrieswhet'ecostsarelower.Efficiencyseekers
andresourceseeke}swiU bea<::táveinlthiskind ofFD li.,Again,it is aclassificationthaI'lacks
sharpdemarcatiori/lines.Und~rhorizontal FD I, for tnstance,foreignbrancheswill often
goon usingme seJ
l
lv~ces'of thè,headöfficeasfar asreSearch,design,financeandmarketing
areconcerned. I,' I - r ..
FDI maytakethefocmofbuilding newproduction facilities(greenfieldinvestment),but
alsoof mergersana acquisitions;In theview of Schenk (1999),mergers'andacquisitions
oftenarenot mod~atedby theprospectof improvingproductivityand increasingprofits,
butby a strategy~fmanagersI1'0minimise the dangèrof conflietswith shareholdel's.In
his conceptof a 'thinimax-rêgretgame:managersprefer 1'0foHow the crowd oncetheir
competitorsstart:bergersand acquisitionsactivities;evenif the prospectsof successare
dim,ratherthans~ayingaloofandruhningtheriskofseeingtheircompetitorssucceedand-
theirown strateg~lprovelliwro'ng.Another strandin theliteratureemphasisespre-emptive
actionsbymanagerswho becomeactiveasacquireminorder to increasethesizeohheir
companiesandinitdoingsopr,eventbéihgtakenoveflthemselves(Gorton etal, 2005). In
thesetwo casesw6havevarian'1:sof thestrategieassd ~eekers.
li"lr
Still,internationalmergersandacquisitions'activitiescanalsobemotivatedbyawish1'0have
betteraccess1'0marketsandresources,in partieulart,echnologiealknowiedge.
I
"I
!
I1,1,
,
V
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3, Potential pros and consfor the home country
From this theoretical analysisa number of potential benefitsof outward FDI can be
identified: '
. FDI bringsin capitalpaymentsthaI'resultin ahighernationalincome,evenif domestic
productionmayfaH(asin theMacDougaHcase).. FDI contributes1'0a betterdivision of labour on a world scaleand thus to higher
productivity.
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. FDI impliesapresencein thehostcountrythatmaybeusedtogoodadvantagenotonJy
forthesalesprocessbutalsoforpurchases.
FDI carriesomepotentialcostSwithit asweIl:. FDI mayimplyalossofjobsandofincome.TotheextenthatFDI takesplaceaccording
tocomparativeadvantage(non-artificiallocationadvantages),theinternationaldivision
oflabourimproves,buttherewillbecostsofadjustment.A highermobilityofcapitaland
high-skilledlabour,whichcouldmakeit moredifficulttolevytaxesandsocialsecurityr
contributionsandmightresultin a 'raceto thebottom'.So far,thisdangerdoesnot yet
seemto havematerialised(Tanzi, 2002;Navarroet'al, 2004). ,1,:;
. Higher productionandincomesabroad,plusbettettechnology.This mayleadto.rafallj
in importanceof thehomecountry iri,theglobalpolitical arena,anda lossof poHticalt
dout. Resn'ictingFDI would, however,atbestresult in somed~layin thisprocess:.,..iJ
'i .
Wenowgiveasurveyof theempiricalliterature,sheddinglightnqtionlyontheeffeçtsotj:
FDI onjobsandincome,butalsoonrelatedentities,suchasexpohsandthestructured
1b d d ,I . ,ii
a our eman . . ! " , i I: - i:i
4. Empiricalstudies
Ii
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ilii"
I
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i! 11: ,
Em~iricalresearcho~theeffectsofFDI ~ntheh~me'FPuntrVs-e~pnom~has ftelf?ee,
motIvatedbyafearofJ~blos~es;ManystudIeshavegeen1evotedtot~erelatlOns~Ipb9,~,een
employmentatMNE saffihates'abroadand,atthe:honrycountrY9fficesandfactone,?dln
thisway,however,onlyfirst-roundeffectsof FDIare i:àptured.11).eseareimportantfO.t1
employmentdevelopmentsin theshortterm,but,har~~yrelevantliforthelongerpe~i94'
Nonetheless,inourroundupofth~findingsof~mpir'icalré)searchtheimpactonemployn:e;nt
wiIlnotbeneglected.1hefindings,ontheimpa6tofFDI driexports;i~~estment,thestrh, dt~, r~, ' I'1 ' 'i 1'1 .
of labourdemandandinvestmentwill alsobereviewedijBeforelweêurnto thesestudieS,
discussionof theproblemsassoci~tedwithenipiri<':alreJ'elarchiinthJ fieldisin,order:1,;[, 'I,' ! : : '
\
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4.2.Problemsofempirica!resea
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ere ISnot one U11lversayaccewe,, e 11ltI9ri,a" ,!~n onene~,sa e nItlonl; eefe
settingout to measuteits effectslt;'ipsey(20Q2)distingrishesbet~eentwo sonceptsi,bf
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1. FDI asa particular form oqnternational,iicap,talfl€>wsthat gi",;esrise to a pa~tic~l~p
form of internationalassets'f+ thehome,~ountries,lis~ecificaIly,I,thevalue,pfhol,a~ng'I,
in entities,typicaIlycorporations,controIl~d!bylah°nle countryi'esidento~inW~i~l~:i:
homecountryresidentholds,J certainsha~
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4.7.!ntroduction
, -, -- - 'r' ,m" ,,_.- ,." H' ..."",. '1'--
I
:111 ,'1
1.-' 'I '
I 'I, I
i I: I,
, '::' Out~ard foreign directinvestment:is it a good thing?, , Ii I" ,'
I
' 1 Ir '" ,
i Ir i
2. FDI asasetdfeconomitoactivitiesIhrOperation~carriedoutin a,hostcountrybyhrms,', I '
controlled o~partIy coA.rolled bYI,ihrmsin so~eother country (thehome country).
Th, . . .1 ,C 11 I 1 ,I d . I, 1 1 h h deseact!vmesare,'rar,iexampe,prp uctlOn,empoyment,saes,t epurc asean use
of intermedia
"
ltegoods~hahxddcaMital,andthelearryingoutofresearch. '
, ,I .
1
' ..' c'
:1, 1'1' iil i
Baiance-of-payrrlentsstatistiGSprovideinformation~n(1),butnoton(2).Fromthebaiance
ofpay~entswe9ann~t'see:f1rinsta~cî:'whet.hern~\vproductionfaciIitieshavebeenbuilt.
A takeoverofa hrmlil co~ntryB'bya,hrmlilcoulltryA entersthebaianceofpayments
asFDI in,theyeJrofthetakJov~L:'TheteisonIyac~angeofownership.If thenewforei,gn
affiliatebuildsn~wfactorieJ,~ith~heiproceedsof afóantakenoutincountrylB,noentryin
h b I f I ' 1,1" "'C 11 ' ' I, ,t e a ance-o-p;aymentssta~lStlCSra O;WS. I :
il 'I
J
'
I
" ,'il ::
'I ' : I" ': :
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Whatbalance-of-paymentsls:tatisticsdoprovideis informationon i:heyieldofFDI in the
guiseofprimary~ncome(capiitalpayments,wages)andservices(intellectualproperty).But
thisinformation!lisincompl~lte.IfjWeltr;y,forinstance,tocalculatethecontributionofFDI
incomeofDutcH.hrms:to~~tchnationalincome,weshouidsubtractthecapitalpayments
of thesehrmstohon~reside~kwhichgenerallyisnotpossible.
11 i
I1 I
For theeffectsofFDI on home-countryemploymentand exports,thesecondconceptof
FDI is theonetguse.Here,jti'oodtisdifficuit to drawconclusionson thebasisof statisticai
evidence.A stat;~sticalrelatibnsh'ipbetweenFDIand employmentwithin a 'hrm or an
industrydoesnot saymuchàbouticausality.If theIocationadvantagesof foreignproduction
increaseandah~~ecountryihrffilshiftslpartofttsproductionabroad,thereisnoguarantee
i:hathomecount~yemploymentw;ouidnothavesuffei:edin theabsenceofFD 1.Thequestion
iswhat thecoun~erfactualwouidhavelookedWee. ." '
I11 r
4.3.The finding~of empirica!research
[1
fi
!I,
il
Thissectionprovidesasurveyof theempiricalresearchof theeffectsofoutwardFDI on
exports,employment,investment,hestructureof labourdemand,technologyandon
incomingcapitalpayments.:Itshouldberealisedthatthereisnaguaranteethatanypattern
observedin thepastwillbe'repeatedin thefuture.
'r
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4.3.1.Exports
In theHeckscher-Ohlinmodel,FDI andexportsarefull substitutes.In contrast,a 1998
OECD studyfoundthatFDI andexportsarecompiementary,aseachdollarofFDI from
themembercountriesbroughtin twoadditionaidollarsfromexports(OECD, 1998).In
hissurvey,Lipsey(2002)ohencouidhndnoclearelationshipbetweenexportsandFDI at
theindustrylevel,butin thecaseswhereit couId,therelationshipwaspositivemostofthe
time.Similarresultswerefoundbyothers(AndersenandHainaut,1998;Blomströma~d
Kokko,1994,2000;Kim,1998;'Pfaffermayr;1996;Svensson,1996;VanBeersetal.,1999).
Ther~doesnotseemtobeahxedrelationship.Possibly,verticalFDI withmainlyapositive
c,
;,
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relationshipmoreor lessbalanceshorizontaLFDIwithrnainlyanegativetelatio.(lship.
ThiswouldsquarewiththefindingsofBarbaNavarettietaL (2004),whogenerallyfound,
complementaritybetweenforeignproductionandexporrsin thecaseofverricalFDI, but'
notalwaysin thecaseofhorizontalFDI (seealJoHeadandRies,2001;Blonigen,2001;
Brainard,1997).
'iI ,
ResearchbyJordanandVahlne(1981)onFDI bytwo,SwedishMNEs isworrhyofspecial
attention,astheyestimatedtheimarketsharesandthelicencepaymentsthatwouldresult
in thecasesof exporting,licen~egrantingandminorityparricipationsinjointventures;
respectively.Thismeansthatth,tymodelledthecounterfactuaLExports;and '
for thatmatter,increasedas a;resultofFD I, asthoseFDI led tphighermarketshares
abroadandtoexporrsofsemi-finishedproductstoforeignsubsidi~ries(seein thisveinalso
BlomströmandKokko,1994).111 II , " , ,.' ,1,.
, I' ,
., I' 1I 11 ,I'
, ;1 '11
Conclusion:If thereisarelation's,hipbetweenFDI ahd9~porrs,:jtehdsto bepositive~athe~
thannegative.In sofarasanegativerelationshiphasbe~nfOU1;J.d,tl~iswasmainlyin casesof\,
horizontalFDI. With verticalFDI, therelationshipwasmainlyp~sitive. 'I'
, i'l
4.3.2.Employment "I I , il "iil " ' ,,{,Evenifexponsincreaseasa,rèsultof (verrical)FDl;i employmehtmay still suffwThi~11" I', ' 'I
is becausegoods'maybesent'abroadatsomestagein'ltheprodu4ionprocess'andrietun~:j
atterhavingbeenprocessedataiforeignsubsipiary.Bo~hexpdrrsa~d'imporrsincreas~;but.'
domesticvalueaddedandemplqymentfall.Theenqresuiltman~eJl~Ie;acheaperendpr6ductJi.;
leadingtohighermarketshares,~,Thatin itst
,
urnm
,
aYdfu;eck the falll
r
iniemPlOyment.,',.i
, I' i "I j" " '"i,- " ",I I'
Thereisresearchthatdirectly~()cusesontherelat~onsNpbetiwee~FDI andemploy~enl
BrainardandRiker(BrainardaIidRiker,19~7;Riker~rdBrainar~f11997)wereablprous
u.s.Deparrmentof Commerce:dataonindividualfirrs (forthe}?83-1992period)an<
foundavery lowdegreeofsubstitutionbetweemempfb,ymentat theParentcompany',a1i(
j' ," I' ,,' 11 '
employmentat foreigndaughtersatter,lachangeinwages:The degreeofsubstitut~onwas,
muchhigherbetweendaughtersiindifferelitforeigncot~~trie~JAsiIfilar studybyBr?-c~nieri
andEkholm(2000)forSwedenagainfound~lüwdegreeofsubstitrltionbetweenthehqme
l
'
country anddevelopingcountiies,butahig'herdegr~~betweenSwedenandotl~er~ich
I , I' I I .
1
'
countries(seeForfás,2001forIryland;KoningsandMurphy,2001fprtheEuropeanUnion;
Va~Beersetal.,199:;Haverhilsietal.,2004;i.f\nonymd~s,2005forl,theNetherlands;B~rbà
NavarettiandCastellani'l2004
,
~orItal~). 11' . il' ;,
l
il
,
. I ,'
I
' I 'i! ,11 i i i lil
VanBeersetal.mentionBelgianiresearchby~peFederaIPlanningBmeau,donebymean,so~
questionnaires,revealingthatteÓpercentoftpeforeigA~~bSidiarieiofBelgiaIJ.l0NEswer(J1
1
associatedwithproductionshittffromBelgi~mtothe~ostcountry!~mplyinganinitiallosslofemployment(Bernardetal.,W97).The au'thorsfail,hlowever,toPI tovideinformationaril
I 11' li" ", "theeffectsonemploymentattheBelgianheafiquarrerspn ba:Ianc~,'itneednotdecline,asl" ,
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isshownbythbfacthat'~1theGeim'anaUtomob~leindustrythreenewjobsabroadaresaid
tocreateoneJew jobaq~oh1e,oniafrerage(Klod~,,2004).
Ij, i L i;'II:1> " '[;1 I II
Researchhasltakeniplace91thelevd~ffirmsandihdustriesinthefirstplace.Macroeconomic
datamaygive~~impres~~onoftheeffectsofFD I/onaggregateemploymentin.aneconoI~y,
ForKorea,adIncreaseI1]1loutward.FDIasaperpentageof GDP wenthandIn handwith
afaIlinunem
,
~loym
,
ent,,~KIim, I' 998,} As .choseor'utwardFDI remainedbelowonepercent' 1 i I' d
.
h h f
'
h
'
of GDP, strongconcusionscannoQliberawn.In t esameway,t e actt atemployment
andrealincorhesroseimMein theWnitedStateslthani MexicoafterNAFTA (theNorth
AmericanFr
,
e
,
leTradeA~r
r
l'ement)st
,
!artedworkinl,g, at theveryleastsuggeststhat thi:sFDI
did not resulrin aseriouUossofjo~'sin theUnited States(cf Stanford,2003).
'. 1.1 I
Conclusion:Researchorl thelevelof thefirmandthelevelof theindustrysofarhasnot
shownasyst~maticaIlyHegativeffectof out~ardFDI on employment.A aawin this
res~archisth~neglectof,FDIon 'supplierfirms;I,Macroeconomicstudiesdonot,however,.. 'h d. .11 , 'pomtmanot,er lreCtl0n.i 11.1 i.i
:'
1
, 11, ,j ,[ ,
, ' 1 '
4.3.3.lnvestrnent '111, 1
11
Apart from tre directeffectsofFDI on employment,thereareindirecteffects.One such
indirecteffec~is-theimpaCtofFDI ondomesticinvestment.Westartwith.twostudiesontheI .
industrylevel.Ina:studyofFIDI byDUtchMNEs, Belderbos(1992)foundaweaknegative
correlationbhweenFDLi(asastock)anddomesticinvestment.If causalityrunsfromFDI
to investme~t,thismeansthatoutwardFDI l1\ightcostdomesticjobs.Often,however,
FDI takesplicebecauseofachangein location-,specificadvantagesandtheinvestingfirm
wouldhave'l
f
! stm
,
arket~
,
P
,
'are
,
if ithad,,&,in,dfwmFDI,witb.high"10"ofinv",tmwt
andjobs in t, eend. ,1,,1i ( .I 1
1 J I, ' .
Braunerhjelrhetal. (2004)found:forSwedish,MNEs thatin industrieswithhorizontal
FDI, domesticinvestmentsuffers,whereasverticalFDI waspositivelycorrelatedwith
domesticinvestlnent.IndustrieswithhorizontalPDI arestronglydependentonresearchand
development,withscaleleconomieso,nthelevelof thefirmandnotthelevelof theplant.
Industriesw'lthverticalFDI bycontrastarem'oredependentoncomparativeadvantages1 ,
basedonrel~tivefactoravailability/Theytendtq::bel ssknowledge-intensive.Theempirical
d e I1 d b '" . h h. h ,I . 1 hatawerewpn to eGQnsistentWIt t ISt eo.etlca approac .'
1
'
,I' i I '1:i'"
On themacfoeconomiclevel,Feldstein(1994)foundforOECD countriesoverthe1970s
and1980sthatoutwardFDI wenthandin handwitha faIl in domesticinvestmehtby
roughlythesameamount(seealsoSvensson,1993;AndersenandHainaUt,1998andDesai
eta!.,2005).Feinstein'sresultsonlypertainedto theshareof FDI financedbythehome
country.ThemacroeconomiccharacterofhisresearchimpliesthattheeffectsofFDI onthe
amountoffttndsavailableforotherfirmswereincluded.BlomströmandKolclm(1994)refer
I1
to theSwedishcontroversyoverth'equestionwhetherthelowlevelofdomesticinvestment
, !I' "
.1
[,
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Conclusion:Accordingra someresearch,therelationshipbetweenFDI and,;domesti1
investmentis negativeon amacuoscale,whereasotherres~archfindsthat dom~~~i;
investmentisnotsensitivetp(net)outwardFDI. On thelevelpfthefirmor thFlndu1:~if;~
thereareindicationsofcomplementarityinthecaseiofvertical~:DI, butther~ar?9Ppo~i,l,)~
forcesfromthesideof finarJ,ce.A statisticalrelatiollshipinitseffsayslinie abo~tfaUs\ll'"
andonecannotbesureaboutthelevelinthelevelofdom'esticlinvestmenthadrh'ere,bI
I , I
noFDI. I i I
, I
4.3.4.Theimpactof FDIonthe structureof labourdeman,d
Theredo not seemtohaveibeenmany'studieson[spiUoversbfoutwardFDI qn ot
, " ,11 ' , ;I ,1'1domesticfirms,that is, on;,theconsequencesfor, e.g'.j suppliers :,:mdclientsor ,theldemarL
," ",!I "I"':!'!!!'
for infrastrucrure.111ereis,h:owever,lsomeempiricalilevidenceofiFD Ion thesrruc:nireoftQ,9
demandfor labour,evenif d~iscannotalwaysbesep~ratedfrornitheeffectsofglqb~lisatj:~~11
ingenera!: 'i !iI, ' I1'I ",', "'
I
' ,
, I1 '11 ',I :' I, ill !'Ii,'
AccordingraLipsey(2002),i'ourwardFDIleadstOiiashiftlofloiw-sluUedactivitie.~to]
countriesandhigh-skiUedactivitiesto thehome~ountry(seellforsimilarresu~t~forNetherlandsHaverhalsetal.p;W04;AnQny, mous;2Q'o5)dnianuthberofcases,eniploym'
I ", I1 "I' ,
in manufacruringplantsfeUiWhereasemploymenta~thefirm'sh~adoffice'fose;1J*'poi
to a shift to higher-skiUedjobs. Blomströmetial. G1997),foun~jusingAmeiic~r{'aata,
individual firms;thata risein salesby$1million ipldevelopih~!countriesinVOlV~~La
~
,I'
of 12ra 18jobsin theUnitedStates,keepingtota~'~alescbnst~nt.Thiswasseep.,pyth
as,ashifttomorecapital-int~nsiveproduttiomintHsU.S.4-..A felitivelyhighcostofl
skiUedlabourwasseena
'
sthe,p
,
robableculp
,
rit.In Sw~den,dii
,
seff1
I
~
'
ctwasabsent;pres
,
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,
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,
'
,
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,
'
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becauseSwedishMNEs werepredominanHjmarketstekerswith[branchesinrichic0unrri
, I ."'. I: I,. 'I 'I
AmencanMNEs bycontrastmamlywer~efficlencr~lseekel'spu,o,ducmgwherecOIst,si,,;~
low~standexporringon alar
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Interestingly,in anumberofbsesemploirnentinrn~nufacturingproductioninitl),eliho'
co~ntryfell,,:henit .roseabr~
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ad,~ithemp
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In Swedish research,ashiftiHthe'homec,wtlntryras~~i-finisheltl,pl'oductswithil~~r,;d\jadded,and thusto
,
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in the early 1990scouldbea'ûesultofthehighlevelofdebtwith yvhichSwedish1\;1NE;;:,~e
saddledsincetheirFDI activitiesin the1>980s.StevensandLipsh (1992)sawaconneCti,o" ' "'.
runningfromFD I byAmericanfirmsthroughlowercapitalratiosandhighercostsoffinançe~
to afaUin domesticinvestment(seealsoWellink, 2004). "
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Oneproblemiwjempirical'tGsearchist attheeffedts060utwardFDI onsuppliersin the
ho~e~oun~ry?eperallyar~~~egle~~ed.is ~ubjectf~ss~udiedbyMariottietal.(2003:.In
thelrVIew,vertlc;UPDI goe$lllandInhandwlth'ashIftInthehomecountqrfromlow-slolled
labourtocapital,landhigh-skiiIledlabour,bothatd~eMNEitself anditssuppliers.
il 111, I,
FDlandtheassq,ciatedchan~esinthestructureoftFadeandproductionmaythusleadtoan'
increasein 'thed'bmandforlHig' h-skilledlabourandlafaHin demandfor low-skilledlabourI ' ,
(cf.Tokarick,2002;StraussLKahn,2003).Thismayleadrohigherwageinequalitiesand,if
wagesaresticky~ownwardjtigherunemployment:amongthelow-skilled(littleeffect'Vas,
however,found,bySlaughter,1995,2000;Gorteretal.,2005).lt isamootpointtowhat
degreeFDI and
,
!
j
tradeare4s
.
~onsible.,1TechnolOgicaldevelopmentsareanotherimportant
cause.'!: ,:111
lil, I :!i I '
FDI makesit easierforfinnsltoshiftproductionabroadatshortnotice,inparticularin the
caseofhorizont~lPDl. AccdrdingtoRodrik(1997),thishasperhapsnotsomuchresulted
in alowerdemahdforlow-skilledlabourbutin ahigherpriceelasticityof thedemandfor
low-skilledlabohr.Thishas!givenfirmsastfongerpositioninwagenegotiationsandmay
havecontributeHtorelativelylowerwagesoflow-skilledlabour.
I li
Conclusion:Th~!e~piricalevid,encesuggeststhatPD I providesanadditionalimpulseto the
existingshiftfr~mlow-skiIltd to high-skilledjobs.,H
I, il lil,
4.3.5.Technol99Y
As wehavesee~,MNE's mayresortto FDI in orderto obtainforeigntechnology.1his
hasoftenbeenthecasefor Koreanfirms(Kim (1998)andfor]apanesefirmsthathave
investedin theU.S.(Blonigen,1997).lrish firmsin thefoodindustryhavetransferred
technologyacquiredabroadandadoptedin theirforeignplantsbackto lreland(Forfás,
2001).ForSwedishindustrialMNEs,bycontrast,Braconniertal.,(2001)wereunableto
detectanylinkbetweenout~ardFDI andtechnologicalspillover,measuredbychangesin
productivity.Ij I
, r
f:
ï
It;'
M
I1
t
~I.
Accordingto theresearchsurveyedbyBarbaNavarettietal. (2004),in somecasesthere
arespilloversof foreigntechnologyto thehomecountry,in othercasesnot.Technology
acquiredabroadmay,however,beimportedintheguiseofahigherqualityofimportedsemi-
finishedproducts,thatis,throughverticalFDL Thiseffectishardtoestablishempirically
(seeKeIler,2004:764).BarbaNavarettiandCastellani'sresearchon ltalyrevealsanother
effectofoutwardPDI ontechnology:firmsthatopentheirfirstforeignbranchseetheir
productivityincreaseatafastpace(BarbaNavarettiandCastellani,2004).
Earlierresearch,reviewedbyBlomströmandKokko(1994),revealedapositivecorrelation
betweenPDI :indanMNE'sprofits.Higherprofitsin theirturnstimulatexpenditureon
~esearchanddevelopment,which~lsobenefitsfromthefactthatFDI enablesMNEs to
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11
Ij
li
: '
353
~ ,
l~
Hans Visser
grow.In sofarasresearchanddevelopmentremainsconcentratedin thehomecoungy,d"~i
demandforhigh-skilledlabourislikelytOgrow.Ihismayhavepositiveexternalities';sud
astheestablishmentof more,andbettereducationalinstitutions.MoregenerallYYiitma
contributetOendogenousgrowth.
Conclusion:FirmsmayresorttoFD I expresslyin ordertogetaccesstoforeigntechnology;dt
othercasesit ishardto findempiricalevidenceontheeffectsofoutwardFD I ontech9-°logy
Still, there areclear indications rhat firms opening their.hrsr foreign affiliate,seethei
productivityincreaseatanabove-averagerate.
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4.3;6.TheyieldofFDIasaq?pitalflow\ll-
OutwardFDI shouldgeneratecapitalincome,asemphasisedin theMacDougapl110,(
Butwelivein aworldcharacterisedbyuncertaintyin thesenseofKnightandin~esltme" !. ,
mayturnsour.AccordingtOc;0culationsbyBoonstrail(2003,2001),thecumulative?alan~,
ontheCUlTentaccountof thelbalanceofpaymel1tso~theNether~,andsoverthe198P:~20Q~
periodamountedtosome€17Pbn,butnetforeig~assytsdeteriorafedbymoretha~€1,165p,h.
whichmeansthatroughly€335bnhasdi~app;eared1Iintothina~t'lheselossescaiTnot;"~~!
beattributedtoFDI, asthefiguresincludeportfolioinvestmen~,butpoorresultspfF '
certainlyplàyedarole: Ij' t
,i"
11
1 "
11
" ' ,I "I,
i',' , ' , ," , ' I ,'I'"
Conclusion:Outward FD I donot alwaysfulhl theirN9mises.Durch MNEs havesuJf<::re<
numberof spectaculardebacles,in particulflr,it s,eem~,ifromI ergersandacquisitioÁs.'
does,however,not detractfrom thepositiyeimpact<;>fFDIirLthl~form of ieal inyêlstilll
ongrowthand.prohts. I !i 1IIi 1I 111:'
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5.Conclusions I': ':'" 11 It'l
Theresearchontheeffectsot:FDI onexp~rtsge~el!I~/iyshowsa~,ositiveeffectodp>~I,i~
Particularoftheverticalvariet')!.OutwardF"DI hasbe~
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investmentgenerally,especiaUyin the(aseofhorizontal FDI, butthatdoes not sayWH<
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FDI generallyleadstoashift~romIlower-s~illed,tOhigher-skille1jobs;The"ü11pact1pH~
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Theresultsof outwardFDI shouldbelo<~kedi1t,wiIl1:ltheicoun~erfactuahnmindhMafirmswouldnothavebe~nablletosurvive,:io
,
r
,
at'leas
,
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'o.t h.~vebd!,e~ab.,leto,maint,a,i,'n\,th" II' i'l' i;; ',,111" ' I" , , 'T"
marketshare,without FDI. Scaleeconom~:?sjof).ithe,I]~felo,f,theflr~11andbothnattya:la~
artihcialtradebarrierseasilycdmbinetom~keHOI áh~cessity, th~moresojf ahrm iSbasdI'! '., Ili' I ' , . .'
in asmallcountry.It would,t~en,becou4~erproduadretotryandrestrictoutwai,dlFD.
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even,'in casesw:hereFD I i,' thefirstIn,' stancegod ,atthecostof domesticProductionandI
I
1
'1 ,
employment.j - ;, '/1, I,
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If welookatdiJ.eoutcomd~,of theedIpiricalreseal~chonFDI in awidercontext,they10se
muchof theirdignificancHTher sea~cht rowsli~htonfirst-roundeffects,buttheseareof
minpdmportJncetoeCOri@mies:,tha~lil-redependeptonSchunipeteriancr,eativedestruction
d' J.., cl I h . 1 ,,' 'h I h .. 1 dan ,newCOmulllatlOnSlOfjt elr ong-termgrowf .<n t esamewayaslllternatlOnatra e,
FDI cöntribut
"kscotheiri'~~rnationa~"
divisionofl~bour,andwithit toProductivitygrowth
- '11 :1, '
/
'
andongoingeconomicde
r:
lopmenti!. I ,
I r: ' ,I, '", i '
Restrictions~poutwardF. I areaformofprote,ction.Theyreducethebenefitsacountry
receivesfrornltheintern!a,~ionaldiy;sion,oflab<bur.Thesebenefitsnot onlyincludetheLr f '11 . fl d O'. ,J 1 b 1 - .euects0 area;ocatlon0,,pro uctlOn,glventecrinoogy, utasoaconstantImprovement
of techn010g~Ir is'nou~d"dep10ringashiftofPfoductionandjobsabroad.Thereceiving
countrieswilf seetheirp,Foductiol\andincomegrow.Theirimportdemandincreases,
creatingnew~pportuniçi~sfor thehomecountriesof theMNEs inv01ved,bothdirectly
andindirectl{:,thoseoPP
,
:
"
ortunities,maybefoundin thehostcountries,buta1soin third
countriestharwrofitfrom'thenew-fóundgrowthintheFDI destinationcountries.Thehome
countrywill i:pt~eendp'~ofitfromshiftingproductiontoacheaperp1aceandrep1acingit
withjobstha~createhighçrva1ueadded.Thegovernment'sfirstconcernshou1dbetocreate
anattractiveHusinessclimate,inordertoinducesufficiententrepreneurialactivityto absorb
11 1
any1aboupeFfree:byo~t;wardFDL " ,r
ACknOWI.~.m.ntsi,;.,! J ..
,j 1
1,1'I,li' I','., ',' -,' ,I" ,,'
I amindebte~to PieterKarsdorp for helpfu1suggestions.I,
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